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KEY ECONOMIC INDICATORS 


In millions of U.S. dollars and period averages unless otherwise noted. 


ITEM 1984 1985 1986 P/ 


DOMESTIC ECONOMY 

Population (Thousands) 30,097 

Population Growth (%) 1.6 

GDP in Current Dollars (Millions) 1/ 76,449 

Per Capita GDP, Current Dollars 

GDP at Constant 1970 Prices, % Change 

Consumer Price Index % Change 

PRODUCTION AND EMPLOYMENT 

Labor Force (thousands) 

Avg. Unemployment Rate (Oct., %) 

Avg. Underemployment Rate (Oct., %) 

Industrial Production (% Change) 

Combined Deficit as % of GDP 2/ 

BALANCE OF PAYMENTS 

Exports, Total (FOB) 

Imports, Total (CIF) 

Trade Balance 

Current Account Balance 

Foreign Direct Investment (Gross) 

Foreign Debt, Public & Private (Year End) 

Interest Paid 

Interest Accrued 

Interest Accrued as % of Exports 

Foreign Exchange Reserves, Gross (Year End) 

Average Exchange Rate, Australes=US$ 1.00 0.6012 

FOREIGN INVESTMENT 

Total (Cumulative) E/ 9,400 

U.S. (Cumulative) 3,500 3,675 
U.S. Share (%) 37.62 37.1 
U.S./ARGENTINA TRADE 

U.S. Exports to Argentina (FOB) 900 721 800 
U.S. Imports from Argentina (FOB) 1,167 1,200 
Trade Balance -446 -440 
U.S. Share of Argentine Exports (%) 12.8 13.9 14.1 
U.S. Share of Argentine Imports (%) 19.6 18.9 18.2 


Principal U.S. Exports (1984): bituminous coal; inorganic & organic 
chemicals; resins, rubber & plastic materials; ADP machinery & auxiliary 
equipment; civil engineer & contractors equipment; internal combustion 
piston engines & parts; measuring, checking, etc. instruments. 

Principal U.S. Imports (1984): petroleum products; meat & meat 
preparations; leather & manufactures; sugar; iron & steel plates & sheets; 
organic chemicals and related products. 


SOURCE: Central Bank, INDEC, Ministry of Economy, all in Buenos Aires; 
Bureau of the Census, Washington, D.C. 2/ Projected. E/ Estimated based 
on Ministry of Economy, FIEL, and US government data. 


1/ GDP at current dollars reflects changes in the austral/dollar parity as 
well as inflation and real growth, and the figures reported are distorted 
by the monetary effect. 

2/ Combined deficit is that of the non-financial public sector plus the 
operating loss of the Central Bank. 

3/ Includes debt to equity conversions. 

4/ Some of previously accrued interest was refinanced. 





SUMMARY 


The Austral Plan in June of 1985 began a process of structural 
reform to turn the economy around and build a base for 
sustained growth using Argentina's rich natural and human 
resources. A change in the economic team in February 1985 
paved the way for this innovative adjustment plan which stopped 
hyperinflation and held the monthly average price increase to 
2.5 percent for the last five months of 1985. The plan 
included a major increase in government revenues, improved 
expenditure controls, high positive interest rates, a 
wage-price freeze, the adoption of a new currency, an indexing 
system to prevent windfall gains and losses in the wake of 
rapidly reduced inflation, and the government's pledge not to 
finance its fiscal deficit through monetary emission. 


Although 1985 GDP fell 4.4 percent, mainly in the first half, 
Argentina made substantial progress under its adjustment plan. 
Perhaps the most worrisome feature of the 1985 performance was 
the sharp decline in gross domestic investment. While 
government spending has not significantly changed since 
May-July 1985, sharply higher real revenues contributed to an 
important reduction in the public sector deficit. The Austral 
Plan proved attractive to bank creditors and the International 
Monetary Fund (IMF) and led to the rescheduling of maturities 
dating from 1982 and a $4.2 billion new money package from the 
banks. The World Bank is supporting structural changes in the 
economy with a series of loans. In 1985, a strong export 
performance, buoyed by good harvests despite falling prices 
and reduced imports, kept down by the economic decline and 
direct controls, yielded an improved trade balance of $4.6 
billion. Argentina was able both to bring its debt service 


basically current and increase liquid international reserves by 
more than $1 billion. 


Government data indicate that the recession bottomed out in the 
third quarter of 1985 and economic activity has increased 
steadily through the first two quarters of 1986. The 
government predicts 4 percent GDP growth for 1986. Capital 
spending, especially by the public sector, and imports are 
projected to rise to support growth. A new export enhancement 
program includes mechanisms to facilitate the import of 
industrial inputs for exportable products. New prospects for 
both investment opportunities and export sales are opening up. 
U.S. firms should consider improving their market positions 
during the early stages of economic improvement in order to 
take advantage of a future sustained recovery. 





CURRENT ECONOMIC SITUATION AND TRENDS 


Political Setting: The Alfonsin government continues to 
consolidate Argentina's fledgling democracy. The smoothness of 
the campaigning and voting in the November 1985 congressional 
and provincial elections indicates democracy is taking root. 
Keeping labor and business involved with the government in 
consultations on economic issues, however, continues to be 
difficult. The wide range of government controls affecting 
both business and labor exacerbate frictions with the 
government and among economic interest groups. 


Economic Growth: GDP fell by 4.4 percent in 1985 continuing 
the contraction which began in the final quarter of the 
previous year. (All comparisons in this report are in real 
terms.) The recession hit its deepest point in the third 
quarter of 1985, with the economy rebounding 4.7 percent in the 
last quarter (compared to July-September 1985). The expansion 
of economic activity has continued and the government predicts 
4 percent growth in 1986. 


In 1985 industrial activity declined 10.4 percent and 
agricultural output fell 3.4 percent due primarily to extensive 
flooding. Consumption was off by 6.1 percent. Investment in 
every category except public sector construction (up 1.4 
percent) fell sharply, generating decreases in gross domestic 
investment of 16.8 percent and gross fixed investment of 8.6 
percent compared to 1984. The fourth quarter 1985 rebound in 
economic activity was led by manufacturing output, up by 13.1 
percent. The economic turnaround set off a modest upswing in 
investment. Government statistics indicate that 1986 
investment through April is up 5 percent over the same period 
last year, up 7 percent over the last four months of 1985. 


The Austral Plan: In mid-June 1985, facing a declining economy 
and monthly inflation above 30 percent, the Alfonsin government 
introduced a bold, innovative adjustment plan developed under 
the guidance of the new Economy Minister, Sourrouille. The 
Austral Plan was based on three main pillars: First, fiscal 
policies were introduced to reduce the public sector deficit. 
Flows of foreign exchange would be used to finance the smaller 
remaining deficit and monetary emission for that purpose would 
cease. Second, a new monetary unit, the Austral, was 
introduced. Debts were de-indexed to eliminate windfall gains 
and losses for lenders and borrowers as inflation fell 


precipitously. Finally, wages, prices, and the exchange rate 
were frozen. 


The Austral Plan very quickly stopped hyperinflation. The 
public accepted this orthodox austerity program and came to 
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appreciate the new-found ability to plan ahead. A 
remonetarization occurred as the velocity of money slowed. 
Argentines were again willing to hold domestic currency, and 
currency and sight deposits increased by 172 percent in real 
terms from May 1985 through May 1986. Consumer credit became 
more available, and durable goods sales experienced small 
surges in demand. The relative price stability contributed to 
the resurgence of economic growth now underway, and halting 


chaotic inflation was an essential first step toward structural 
change to promote long-term growth. 


The Austral Plan has not, however, met all its goals. 
Government spending has not been reined in significantly and 
reductions in the deficit have come largely from increased tax 
revenues. These same taxes have drawn funds away from the 
private sector, leaving the economy short of investment funds. 
The transition out of the wage-price freeze is increasingly 
difficult due to its duration which has resulted in demands by 


industry for big price increases and by labor for large wage 
increases. 


Structural Adjustment: The initial phase of the Austral Plan 
has given way to a period of consolidating the economic gains 
made through breaking inflation and from restructuring the 
economy to provide a base for sustained economic growth, with 
the primary focus on improving efficiency and productivity in 
the public sector. The World Bank has approved a series of 
projects directed at the agriculture and petroleum sectors and 
public management. The agricultural program projects greater 
production to result from replacing export taxes with a land 
tax and facilitating the import of agricultural imputs. At 
YPF, the state petroleum firm, management reform is part of a 
plan to use nearly $300 million in World Bank funds. The 
project will provide facilities for the substitution of 
abundant natural gas resources for petroleum and improve 
refinery capabilities to convert the petroleum to higher valued 
distillates for domestic use and export. The third World Bank 
loan for public sector management focuses on improving 
efficiency and productivity by developing decision making 
tools, lowering the deficit, mobilizing resources, raising the 
efficiency of public imvestment, restructuring state 
enterprises, and setting export and industrial policies in line 
with Argentina's comparative advantage. The government 
announced its intention to privatize some large firms in the 
steel and petrochemical sectors. Several small firms have 


already been sold, but the privatization program is moving 
slowly. 


Budget: A cornerstone of the Austral Plan was a reduction in 
the combined fiscal deficit from about 12 percent of GDP in 

1984 and in the first half of 1985 to 4 percent in the second 
half based on both reductions in spending and a large increase 
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in revenues. According to year-end estimates, spending was not 
significantly reduced, but an impressive improvement in 
revenues cut the deficit to 8.6 percent of GDP for 1985. The 
1986 budget plans to cut the deficit further tq 3.5 percent of 
GDP based largely on spending cuts, although such cuts are not 
yet evident except in the form of lower real wages in the 
public sector. The combined fiscal deficit includes the 
deficit of the government sector plus the operating deficit of 
the Central Bank. 


Inflation: Through the first six months of 1985, changes in 
the Consumer Price Index (CPI) averaged 26.2 percent monthly 
while wholesale inflation averaged 28.6 percent. The Austral 
program, begun in mid-June 1985, held the monthly average 
increase in the CPI to 2.5 percent and in the WPI to less than 
l percent for the last five months of the year. Moreover, the 
wage-price freeze did not result in shortages or hoarding. 


During the first quarter of 1986 the government loosened the 
wage-price freeze. In April, the prices of the goods and 
services produced by the public sector were increased and a 
policy of frequent small devaluations was introduced. Price 
controls became a system of administered prices in May. This 
system requires that the most important firms substantiate 
their cost structures to obtain price increases while smaller 
enterprises follow the price agreements between the government 
and the bigger companies. Prices of basic food items are more 
tightly controlled. As a result of these policy changes, CPI 
increase averaged 3.6 percent per month during the first five 
months of 1986 and WPI growth 1.6 percent. Prices climbed most 
rapidly after February; consumer increases averaged 4.4 percent 
for March through May. The increase in inflation is not an 
indication that a rapid re-acceleration toward hyperinflation 
is imminent. Most observers feel it is unlikely that inflation 
will meet the government target of 28 percent (average of CPI 
and WPI) for the year, as the increase in the first five months 
was 13.7 percent. 


Balance of Payments: During 1985, a larger trade surplus led 
to a sharp balance of payments improvement. Exports increased 
by nearly $300 million compared to 1984 while imports fell by 
over $700 million. Reflecting lower international interest 
rates, net services payments also fell, The current account 
deficit was $1.0 billion compared to $2.4 billion in 1984. The 
overall deficit fell from $1.7 billion to under $700 million. 
Government projections for 1986 indicate a larger current 
account deficit of $1.65 billion as imports grow by nearly $600 
million to accommodate planned growth and exports fall by $600 


million as a result of lower world commodity prices and reduced 
harvests. 
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Monetary and Exchange Rate Policies: Beginning in April, 1985, 
the government began to liberalize the banking system through 
reductions in the very high reserve requirements. Under the 
old system banks were able to make loans only by obtaining 
Central Bank rediscounts (acting essentially as agents for the 
Central Bank). The new system of partial reserves allows banks 
to operate more independently in a system of both 
regulated-rate and free-rate loans and deposits. The Central 
Bank has generally kept liquidity tight and real interest rates 
high. In addition to the reserve requirements, banks are 
required to hold a share of their reserves in Central Bank 
bonds and these quasi-reserve requirements constitute an 
important policy variable. The interest charges on these bonds 


are the major cause of the operating deficit of the Central 
Bank. 


With the introduction of the Austral Plan in June 1985 the 
exchange rate was set at $1.25/austral. Because of low 
inflation and increased confidence, there was little pressure 
for depreciation in the thriving, though technically illegal, 
parallel currency market. Following the relaxation of the 
wage-price freeze in April 1986, the Central Bank has 
implemented mini-devaluations of 1-2 percent to keep pace with 
inflation. The gap between the free and the official exchange 
Markets was only 1-8 percent in May-June 1986, down from more 
than 20 percent as recently as the third quarter 1985. 


International Finance: Based on its adjustment program, in 
mid-1985 Argentina was able to get its $1.4 billion IMF standby 
agreement back on track and meet performance criteria. The 
improved financial performance allowed Argentina to come to 
agreement with its commercial bank creditors on the refinancing 
of 1982-85 maturities, $500 million in new trade credits, and 
$3.7 billion in new financing. These flows and a return of 
private capital (largely from changes in leads and lags) 
allowed both a substantial reduction in arrears and a build-up 
of international reserves. By July 1986, Argentina completed 
drawing its final tranches under the IMF standby arrangement 
and the commercial bank financing package and was discussing 
new agreements with both. Argentina promoted a program for the 
conversion of debt to equity in 1985 with about a half billion 
dollars of conversions before the program was halted in August. 


Organized Labor: The labor movement is a powerful force in 
Argentina, with almost three million members in both industry 
and services. It is experienced in bargaining with management 
and in lobbying the government. Labor has long-standing links 
to Peronism, the major opposition political force. Although 
labor applauded the progress made against inflation in 1985, it 
criticized the Austral Plan for being too recessive. On 
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balance, however, government and labor managed their 
relationship well in 1985, and industrial strife was no higher 
than in 1984. Continued wage controls, with increases somewhat 
below the CPI increases, set off greater tensions, and strikes 
were more frequent in the first half of 1986. On the positive 
side, both government and labor are deeply committed to the 
preservation of democratic order and have vested interest in a 
stable, productive and prosperous economy. 


Agriculture: Declines of 10 to 30 percent in world commodity 
prices place increasing pressure on Argentine agriculture. 
Farmers have increased their pressure on the federal government 
for relief. The GOA has responded with several reductions in 
export taxes and promises for further cuts, although it has 
relied on export tax revenue for over $1 billion annually or 
nearly 15 percent of federal revenue. 


For 1986, the agricultural sector is not expected to provide 
the boost to the economy that is customary in Argentina. The 
floods last November sharply curtailed the 1985/86 wheat crop 
and this year's fruit crop was badly damaged by a severe early 
spring freeze. Although the spring-planted grains and oilseeds 
crops are turning out well, the smaller wheat coupled with 
smaller flax, cotton and fruit crops, in addition to an 
expected drop in beef output later in the year, will pull down 
agricultural production in 1986. Reduced exportable supplies 
coupled with further declines in global commodity prices 
suggest the value of agricultural exports will drop for the 
second year and may only slightiy top $5 billion for the year 
-- the lowest level in current dollars since the late 1970's. 


IMPLICATIONS FOR THE UNITED STATES 


Import Performance: In 1985, imports were below the already 
ow levels of 1983-84 at $3.8 billion, 16 percent lower than 
1984. The United States market share remained at 18 percent. 


The following table summarizes 1984-1985 imports and projects 
1986 imports by major categories (millions of dollars, CIF): 


1984 1985 (Est) 1986 (Proj) 


Capital Goods 609 574 600 
Spare parts 521 485 500 
Raw Materials and 

Intermediate Goods 2,790 2,222 2,775 
Fuels and Lubricants 484 405 400 
Consumption Goods 174 119 125 
Other 7 7 


Total 4,585 3,812 4,400 
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A recovery in overall imports depends on an increase in 
investment expenditures and the recovery of industrial activity 
(reflected first in increased imports of intermediate raw 
materials before any major increase in equipment imports). 
However, equipment exporters may increase sales by taking 
advantage of recent developments such as working within 
Argentina's recently established countertrade regulations or 
considering joint ventures with local partners. Such 
enterprises can produce for the local market and also export 
ALADI countries under favorable bilateral treatment and to 
other countries under new government export incentives. The 
recent fall in the value of the dollar vis-a-vis the major 
trading countries should improve the competitiveness of U.S. 
goods and services in Argentina. 


Import Controls: The government indicated to the IMF in June 
that it will reduce import controls soon. The present import 
control system requires prior permits for all imports from the 
Secretariat of Industry and Foreign Trade. There are two 
import lists. One is the prior consultation category which 
includes luxuries and most goods produced in Argentina. 
Requests for these imports are discussed with local trade 
organizations and usually are not granted if locally-produced 
goods are available. The other import list is the automatic 
permit list for which import permits are granted in the 
quantity and value desired. Argentine customs takes the usual 
precautions to prevent overinvoicing of imports. Currently, 
Argentina requires delayed payment of 180 days for all imports. 
Depending on the value of the shipment, terms for capital goods 
are on a sliding scale from 180 days to five years. Interest 
can be charged, however, by the exporter for such financing. 


The Argentine government has also embarked on sectoral programs 
(informatics, telecommunications) to encourage local industry 
which will inevitably mean reduced imports of finished products 
due to very high import duties. Offsetting such developments 
to some extent is the possibility of increased sales of 
components and capital equipment for such newly instituted 
local manufacturing operations. 


In addition to the published duty rates, all imports are 
subject to the following additional charges: 


A. An additional temporary import duty of 10 percent 
on the value of the imported goods until the end 
of 1986, although it may be extended beyond; 

B. Value added tax of 18 percent of landed costs; 

C. A statistical tax of 3 percent of landed costs; 

D. A 0.5 percent fee on landed cost for the export 
promotion fund; 

E. A consular fee of 2 percent of the declared value 
on the customs invoice (all imports require a 
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consular invoice obtained from Argentine consulates 
in the U.S.); 

F. A fee equivalent to 12 percent of freight charges 
destined for the merchant marine. 


Best Prospects: Argentina has a well developed industrial base 
capable of producing much of the equipment and intermediaries 
needed for local consumption. United States exporters will 
succeed when they have competitively priced products of good 
quality which will lower costs, increase efficiency, and 
improve product quality. Based on the above general 
considerations, the following are the best prospects by general 
category: 

1. Oil and Gas Field Equipment 

2. Telecommunications 

3. Computers and Peripherals 

4. Medical and Scientific Equipment 

5. Agricultural Machinery and Equipment 

6. Metrology and Robotics 

7. Pollution Control Equipment 

8. Electronic Components 

9. Biotechnology 


The Argentine market is complex and government import 
regulations are varied, complicated, and change frequently. 
Requests for further details and statistics on the above list 
or information on import regulations can be made to: 

Argentine Desk Officer 

International Trade Administration 

Room 3021 

Department of Commerce 

Washington, DC 20230 

Tel: 202-377-5427 


Major Projects: Most major projects have some financing from 
foreign sources. Under construction are three large 
hydroelectric projects: Yacyreta-2,400 MW (with Exim Bank, 
IDB, and World Bank financing); Piedra del Aguila-1,400 MW 
($400 million from Interamerican Development Bank), and 
Uruguay-I-160 MW ($80 million from IDB). Other major projects 
underway include water treatment facilities, refinery 
reconversion, agricultural sector restructuring, highway 
maintenance, port reconstruction, petrochemical development, 
natural gas production and transportation, petroleum 
development and selected industrial development. Further 
information on these projects can be obtained from: 

Office of International Major Projects (OIMP) 

International Trade Administration 

Room 6930 

Department of Commerce 

Washington, DC 20230 

Tel: 202-377-4643 
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Investment Climate: Argentine offers a basically open climate 
for foreign investors both legally and in terms of underlying 
market potential. However, general economic uncertainties and 
measures such as price controls have had a negative impact on 
the investment climate. Government policies toward specific 
sectors (e.g. the petroleum industry, pharmaceuticals and 
informatics) have also adversely affected the overall climate. 
The Radical Party administration has not yet clearly defined 
specific policy measures on foreign investment issues, although 
it has consistently spoken in favor of attracting increased 
foreign investment flows and has promised national treatment. 
There has been some movement toward such clarification. During 
his March 1985 trip to several cities in the United States, 
President Alfonsin met with numerous businessmen and made clear 
his government's strong desire for greater foreign investment. 
In Houston, President Alfonsin made a major departure from the 
previous government policy on foreign investment in petroleum 
by inviting foreign investors to participate in expanding 
Argentina's proven petroleum reserves and increasing production 
through exploration contracts in areas heretofore reserved to 
the national oil company. The government is in the process of 
signing exploration and development contacts with the first 
successful bidders and additional areas are expected to be 
opened for bids. 


U.S. Trade Promotion Events: During 1987 the Embassy will 
Organize the following trade events in Argentina to promote 


U.S. sales: 
1. INSTRULAB - April, 1987 
2. Automotive parts - May, 1987 
3. TELCOM USA - June, 1987 
4. Agricultural and Industrial Fair - July, 1987 
5. BIOTECH - August, 1987 
6. INFORMATICA USA - September, 1987 
7. Tourism - September, 1987 
8. USA Gas - November, 1987 
9. Security and Safety Equipment - December, 1987 


Additional information on these events can be obtained from the 
commercial section of the U.S. Embassy in Buenos Aires or from 
the Department of Commerce in Washington. 


Conclusion: Exporters should assess this market on a long-term 
basis. U.S. firms should consider improving their position in 
the market during the early stages of the recovery to be able 
to take advantage of future sustained growth. U.S. exporters 
should be prepared to work through local agents, distributors 
and representatives or through joint ventures. They should be 
prepared to have as much local participation as possible both 
in services and equipment projects. With appropriate 
financing, competitive prices and good local representation, 
U.S. exporters can increase their share of this important 
market. 
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